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ABSTRACT 
 
The main objective of this thesis is to examine the influence of company-specific on 
financial leverage of 88 industrial product companies listed in Bursa Malaysia. This 
study covers an observation period of 10 years (2005-2015) on panel data basis. 
Dynamic panel regression is applied as System General Method of Moment (S-
GMM) suggesting that the research model is genuinely dynamic. The results of the 
study indicates that all variables Age (SUSAgei,t), EPS Growth (SUSEPSgi,t), Total 
Asset (SIZETAi,t), Net Profit Margin (PRONPMi,t,), ROE (PROROEi,t), Quick Ratio 
(LIQRi,t,), Cash ratio (LICashRi,t) and Prior Leverage (LagLEVi,t-1) are significantly 
affecting the financial leverage (LEVi,t ). However, variables Age (SUSAgei,t), Total 
Asset (SIZETAi,t), Net Profit Margin (PRONPMi,t,), and Quick Ratio (LIQRi,t,) have a 
negative association with the leverage. Results of SUSEPSg, SIZETA, PRONPM, 
PROROE and LIQR support the pecking order theory while variables SUSAge, 
LICashR and LagLEVi,t-1 support the trade-off theory. General outcome of this study 
reveals that company specific factors are affecting leverage. 
 
Keywords: leverage, system-generalized method of moments (S-GMM), dynamic 
panel model, pecking order theory, trade off theory 
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CHAPTER ONE 
INTRODUCTION 
1.0  Introduction 
This study investigates the effect of company-specific factors on leverage of 
Industrial Product sector listed companies in Bursa Malaysia. This research is based 
on 968 firm-year observation for 10 years (2005-2015) on balance panel data. 
Financing is able to cover short term funding while giving the company to finance the 
growth of its business. Without financing, opportunities for a company to develop 
would be forgone and be taken over by those who have access to credit. Based on 
previous literature, (Ahmad & Ismail, 2012; Barakat, 2014; Mat Kila & Wan 
Mahmood, 2008; Myers, 1984; Titman & Wessels, 1988) the researchers claim that 
company debt policy is one of the crucial factor for a company to determine its 
survival through economic and financial crisis.  
During the adverse economic conditions, it is important for a company to determine 
best strategies to manage their operation and debt liabilities. Leverage allows a 
company to borrow a large financial sum to invest into an infrastructure. A company 
can utilize the financed funds to make long-term investments, such as building a 
factory in order to free up cash. At the same time, company’s retained income can be 
used for current expenditures like employees salary and creditor debts. Industries that 
imply the production of durable goods for example raw materials and heavy 
equipment have a tendency to be cyclical. Companies that are in cyclical industries 
such as industrial product can benefit from the process by locking the lower interest 
rates before the down cycle. This can be done by revolving the line of credit. Previous 
The contents of 
the thesis is for 
internal user 
only 
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APPENDIX 
  LIST OF COMPANY     
1 ALUMINIUM CO.OF MAL. 45 KYM HOLDINGS 
2 AMALGAMATED INDL.STEEL 46 LAFARGE MALAYSIA 
3 ANN JOO RESOURCES 47 LB ALUMINIUM 
4 APM AUTOMOTIVE HDG. 48 LCTH 
5 A-RANK 49 MIECO CHIPBOARD 
6 ASTINO 50 MINHO (M) 
7 BOON KOON GROUP BHD. 51 PA RESOURCES 
8 BOUSTEAD HEAVY INDS. 52 PERSTIMA.MAL.(PERSTIMA) 
9 BP PLASTICS HOLDING 53 
PETRON MAL.REFN.& 
MKTG. 
10 CAHYA MATA SARAWAK 54 PETRONAS GAS 
11 CAN-ONE 55 PIE INDUSTRIAL 
12 CB INDL.PRODUCT HOLDINGS 56 POLY GLASS FIBRE (M) 
13 CENTURY BOND 57 PRESS METAL 
14 COMFORT GLOVES 58 PRESTAR RESOURCES 
15 CSC STEEL HOLDINGS 59 RAPID SYNERGY 
16 CYL 60 RUBBEREX 
17 
DAIBOCHI PLASTIC & PACK. 
INDUSTRY 61 SCIENTEX 
18 DOMINANT ENTERPRISE 62 SHELL REFINING CO.FOM 
19 DRB-HICOM 63 SKP RESOURCES BERHAD 
20 DUFU TECH.CORP.BHD. 64 SMIS 
21 EKSONS 65 SOUTHERN ACIDS (M) 
22 EP MANUFACTURING 66 SOUTHERN STEEL 
23 EVERGREEN FIBREBOARD 67 SUBUR TIASA HOLDINGS 
24 FACB INDUSTRIES 68 SUCCESS TRANSFORMER 
25 FAVELLE FAVCO 69 SUPERMAX 
26 FIMA 70 TA ANN HOLDINGS 
27 GOLDEN PHAROS 71 TASEK 
28 GPA HOLDINGS 72 TECK GUAN PERDANA 
29 HEVEABOARD 73 TEKALA 
30 HIAP TECK VENTURE 74 THONG GUAN INDS. 
31 HIL INDUSTRIES 75 THREE-A RES. 
32 HO WAH GENTING 76 
TIEN WAH PRESS 
HOLDINGS 
33 HUME INDUSTRIES 77 TOMYPAK HOLDINGS 
34 IMASPRO 78 TOYO INK GROUP 
35 JADI IMAGING HDG. 79 UNITED U-LI 
36 JASA KITA 80 VS INDUSTRY 
37 JAVA 81 WAH SEONG 
38 JAYA TIASA HOLDINGS 82 WATTA HOLDINGS 
39 JOHORE TIN 83 WEIDA (M) 
40 KECK SENG (MALAYSIA) 84 WELLCALL HOLDINGS 
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41 KEIN HING INTL. 85 WHITE HORSE 
42 KIAN JOO CAN FACTORY 86 YI-LAI 
43 KINSTEEL 87 YLI HOLDINGS 
44 KOBAY TECHNOLOGY 88 
YUNG KONG GALVANISING 
INDS. 
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Gap Table 
No Authors/ 
Year 
Variable Used Method Finding 
1 Ting (2016) DV: Leverage 
IV: Ownership 
concentration, ROA, 
Firm Size, 
Tangibility, Growth 
 
Dynamic 
panel model 
 
The result appears to support 
the concept of lagged firm 
leverage as determinants of 
firm leverage decision.  
Others IV result shows a 
significant with leverage at 
level 0.01 
2 Onofrei et 
al.(2015) 
 
DV: Debt Ratio 
IV: Profitability, 
tangibility, liquidity, 
size, and growth 
opportunity 
 
Fixed effects 
regression 
model 
 
Leverage is negatively related 
to tangibility, profitability and 
liquidity. The size of the firm 
and the growth opportunities 
can also have a negative 
impact on the leverage, but to 
a lower extent. 
3 Miras et al. 
(2015) 
 
IV: Total Debt Ratio 
DV: Profitability, 
size, growth 
opportunity, asset 
tangibility and 
liquidity 
 
Pearson 
correlation 
coefficient 
and multiple 
linear 
regressions 
 
The findings shows 
profitability, size and liquidity 
are negatively significant 
related to total debt ratio. 
Tangibility is founds 
positively related to total debt 
ratio and growth opportunity 
is found positively 
insignificant with total debt 
ratio 
4 Haron 
(2014) 
DV: Leverage 
IV: Non-debt tax 
shield (NDTS), asset 
structure, 
profitability, firm 
size, growth 
opportunity and 
liquidity 
 
Dynamic 
panel model 
 
The study finds that there 
exists target leverage for 
property firms in Malaysia 
and take into account factors 
like NDTS, asset structure, 
profitability, firm size, growth 
opportunity and liquidity in 
their capital structure and also 
appear to time their security 
issuance. 
5 Prime and 
Qi (2013) 
DV: Leverage 
IV: Profit, Sales, 
Size, Asset, Average 
Leverage, Age 
 
Fixed effects 
regression 
model 
 
The amount of leverage is 
negatively related to profits, 
liquidity, and age, and 
positively related to firm size 
and average leverage ratio. 
6 Ahmad and  
Ismail 
(2012) 
 
DV: Long Term 
Debt Ratio (LTDR) 
IV: Size, 
profitability, 
tangibility, non-debt 
tax shields (NDTS), 
growth 
Multiple 
regression 
model 
 
Findings indicate that SIZE, 
PROF, TANG, NDTS and 
GROWTH affect LTDR 
positively. LTDR has positive 
and statistically significant 
correlations with size and 
profitability, but a negative 
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opportunities, 
liquidity, business 
risk (BR) and 
effective tax rate 
(ETR). 
 
and statistically significant 
correlation with LIQ. BR and 
ETR have negative 
relationships with LTDR. 
7 Alkhatib 
(2012)  
 
DV: Leverage ratio 
IV: Firm liquidity, 
size, growth rate, 
profit, and 
tangibility 
Multiple 
regression 
model 
 
The results show that for both 
industrial and services 
sectors; there were no 
statistical significant 
relationship. When the two 
sectors were separated, the 
results for the industrial sector 
revealed that liquidity and 
tangibly have significant 
relationship with leverage, 
whereas the results for the 
services sector revealed that 
the growth rate, liquidity, and 
tangibility have significant 
relationship with leverage. 
8 Mat Kila 
and Wan 
Mahmood 
(2008) 
DV: Debt Ratio 
IV: Size, Liquidity, 
Interest Coverage 
Ratio, EPS Growth 
 
Pooled OLS 
estimations 
model 
The result shows that the size, 
liquidity and interest coverage 
ratio is significantly 
negatively related to total 
debt. However, the study 
finds insignificant negative 
relation between capital 
structure and growth of the 
firm, expressed by the annual 
changes of earnings. 
 
 
 
 
 
 
 
 
